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SUBJECT: RBI ANNOUNCES CREDIT POLICY EOR 1977-78 

SUMMARY: ON MAY 27, RBI GOVERNOR M. NARASIMHAN 
OUTLINED THE CREDIT POLICY FOR THIS FISCAL YEAR. WHILE 
COMMERCIAL CREDIT TO THE BUSINESS SECTOR IS BEING MADE 
CHEAPER, INTEREST RATES ON SAVINGS AND FIXED DEPOSITS 
HELD BY MEMBERS OF THE PUBLIC IN BANKS ARE TO BE LOWERED. 

END SUMMARY. 

1 . THE NEW CREDIT POLICY ANNOUNCED BY RBI GOVERNOR 
NARASIMHAN SEEKS TO MAINTAIN A DEGREE OF RESTRAINT IN 

THE ECONOMY WHILE AT THE SAME TIME ENCOURAGING PRODUCTIVE 
INVESTMENT, AIDING PRODUCTION AND EXPORTS AND AUGMENTING 
SUPPLIES OF ESSENTIAL CONSUMER GOODS AND RAW MATERIALS 
THROUGH IMPORTS. 

2. IN AN EEFORT TO RATIONALIZE THE COST STRUCTURE 

OF CREDIT, THE BANKS HAVE BEEN ASKED TO LOWER THE RATES 
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OF INTEREST ON TERM LOANS OE NOT LESS THAN THREE YEARS 
FROM THE PRESENT CEILING OF 14-15 PERCENT TO 12.5 PERCENT. 

THIS MOVE IS TO PROVIDE FURTHER STIMULUS TO LONG-TERM 
CAPITAL INVESTMENT. IN ESTABLISHING A NEW STRUCTURE OF 
INTEREST RATES EOR SAVINGS DEPOSITS HELD BY THE PUBLIC, THE 
RBI HAS FOR THE FIRST TIME MADE A DISTINCTION BETWEEN 
SAVINGS ACCOUNTS WITH CHECKING EACILITIES AND THOSE 
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WITHOUT. THE NEW RATE ON THE EORMER WIT T. NOW BE 3 PERCENT 
AND ON THE LATTER 5 PERCENT. PREVIOUSLY THE INTEREST RATE 
ON ALL TYPES OF SAVINGS ACCOUNTS HAD RANGED BETWEEN 5 AND 
5.5 PERCENT DEPENDING ON THE SIZE OF THE BANK AS DETERMINED 
BY ITS LIABILITIES. THE NEW INTEREST RATES WILL TAKE 
EFFECT JULY 1, 1977. AS FOR FIXED DEPOSITS, INTEREST 
RATES HAVE BEEN LOWERED AS FOLLOWS: 91 DAYS TO LESS 
THAN SIX MONTHS FROM 5.5 PERCENT TO 4 PERCENT; SIX MONTHS 
TO LESS THAN NINE MONTHS FROM 6 TO 4.5 PERCENT; NINE 
MONTHS TO LESS THAN ONE YEAR FROM 7 TO 5 PERCENT; ONE TO 
THREE YEARS FROM 8 TO 6 PERCENT; OVER THREE YEARS AND UP 
TO FIVE YEARS 9 TO 8 PERCENT. 

3. THE RBI IN ITS EFFORTS TO COMBAT INFLATION HAS 

ALSO ANNOUNCED SOME MARGINAL CHANGES IN POLICY WHICH 
PERTAIN TO RESTRAINING MONETARY EXPANSION IN THE ECONOMY 
AND SELECTIVE CREDIT CONTROLS. THE IMPOUNDING OF 
10 PERCENT OF ADDITIONAL DEPOSITS IN COMMERCIAL BANKS 
IS TO CONTINUE (SEE NEW DELHI 0652) BUT THE INTEREST 
RATE PAID BY THE RBI ON THESE DEPOSITS WILL BE RAISED 
FROM 5.5 PERCENT TO 6 PERCENT EFFECTIVE JUNE 1. IN 
ADDITION THE RBI WILL BE TAKING MEASURES TO RESTRICT 
FACILITIES OF REFINANCE AND REDISCOUNT OFFERED TO BANKS. 

FOR EXAMPLE, IN REGARD TO CREDIT ADVANCED BY BANKS FOR 
FOOD PROCUREMENT, IT IS NOW PROPOSED, WITH EFFECT EROM 
JUNE 1, TO RAISE THE BASE LEVEL NOT ELIGIBLE FOR 
REFINANCE FROM RS. 10 BILLION TO RS. 15 BILLION. 

FURTHERMORE, ANY OTHER REFINANCING BARRING THE EOOD CREDIT 
REEINANCING AND THE NEWLY-INTRODUCED 50 PERCENT REFINANCING 
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AGAINST EXPORT CREDIT PERFORMANCE WILL BE ENTIRELY AT THE 
DISCRETION OE THE RBI, DEPENDING ON THE PEREORMANCE OF A 
BANK IN VARIOUS VITAL FIELDS. 

4. REGARDING SELECTIVE CREDIT CONTROLS, CREDIT 
MARGINS IN RESPECT OE OILS, OILSEEDS, AND COTTON ARE BEING 
INCREASED BY 10 PERCENT. AT THE SAME TIME, IN SUPPORT 

OF THE GOVERNMENT'S PROGRAM FOR IMPORT OF EDIBLE OILS 
AND COTTON SEEDS, ADVANCES TO ALL PARTIES AGAINST SUCH 
IMPORTED OILS AND OILSEEDS HAVE BEEN EXEMPTED EROM 
THE MINIMUM MARGIN AND CEILING LEVELS. 

5. REACTION BY TRADE AND INDUSTRIAL CIRCLES TO THE 

NEW CREDIT POLICY HAS BEEN GENERALLY FAVORABLE BUT THE 
SMALL DEPOSITOR IS NOT VERY HAPPY. IN CERTAIN QUARTERS 
APPREHENSIONS ARE BEING EXPRESSED THAT THE NEW POLICY 
WOULD NOT HELP TO KEEP PRICES EROM RISING. IT IS ALSO 
FEARED THAT WITH THE REDUCTION IN THE INTEREST RATE, THE 
TENDENCY TO HOARD STOCKS WOULD INCREASE. THE NEW CREDIT 
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POLICY IS SEEN AS A SIGNAL THAT THE BUDGET TO BE PRESENTED 
IN MID- JUNE WILL CONTAIN EURTHER MEASURES TO PROMOTE 
INVESTMENT.GOHEEN 


UNCLASSIFIED 


NNN 


Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 22 May 2009 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


Message Attributes 


Automatic Decaptioning: X 

Capture Date: 01 -Jan-1 994 12:00:00 am 

Channei indicators: n/a 

Current Classification: UNCLASSIFIED 

Concepts: POLICIES, CREDIT, BANKS 

Control Number: n/a 

Copy: SINGLE 

Sent Date: 31 -May-1 977 12:00:00 am 
Decaption Date: 01 -Jan-1 960 12:00:00 am 

Decaption Note: 

Disposition Action: n/a 
Disposition Approved on Date: 

Disposition Case Number: n/a 
Disposition Comment: 

Disposition Date: 01 -Jan-1 960 12:00:00 am 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1977NEWDE07749 

Document Source: CORE 

Document Unique ID: 00 

Drafter: n/a 

Enclosure: n/a 

Executive Order: N/A 

Errors: N/A 

Expiration: 

Film Number: D7701 93-0773 

Format: TEL 
From: NEW DELHI 
Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: Iink1977/newtext/t1977053/aaaaabtq.tel 

Line Count: 119 
Litigation Code IDs: 

Litigation Codes: 

Litigation History: 

Locator: TEXT ON-LINE, ON MICROFILM 

Message ID: c1c6428c-c288-dd1 1-92da-001cc4696bcc 

Office: ACTION NEA 

Original Classification: UNCLASSIFIED 

Original Handling Restrictions: n/a 

Original Previous Classification: n/a 

Original Previous Handling Restrictions: n/a 

Page Count: 3 

Previous Channel Indicators: n/a 
Previous Classification: n/a 
Previous Handling Restrictions: n/a 
Reference: n/a 
Retention: 0 

Review Action: RELEASED, APPROVED 
Review Content Flags: 

Review Date: 27-Dec-2004 12:00:00 am 
Review Event: 

Review Exemptions: n/a 
Review Media Identifier: 

Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 
SAS ID: 2412466 
Secure: OPEN 
Status: NATIVE 

Subject: RBI ANNOUNCES CREDIT POLICY FOR 1977-78 SUMMARY: ON MAY 27, RBI GOVERNOR M. NARASIMHAN OUTLINED THE CREDIT 

POLICY FOR THIS FISCAL YEAR. W 

TAGS: EFIN, IN 

To: STATE 

Type: TE 

vdkvgwkey: odbc://SAS/SAS.dbo.SAS_Docs/c1 c6428c-c288-dd1 1 -92da-001 cc4696bcc 
Review Markings: 

Margaret P. Grafeld 
Declassified/Released 
US Department of State 
EO Systematic Review 
22 May 2009 

Markings: Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 



